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E.O. 11652: N/A 
TAGS: EFIN, JA 

SUBJECT: ECONOMIC AND FINANCIAL DEVELOPMENTS - APRIL 7 THRU 13 

1 . SUMMARY: WITH YEN CONTINUING TO DISPLAY STRENGTH IN 
FOREIGN EXCHANGE MARKETS, CONCERN GROWS ABOUT POSSIBLE 
RESULTING PROBLEMS FOR SOME EXPORT INDUSTRIES. ALTHOUGH 
BANK OF JAPAN REITERATES OFT-STATED INTERVENTION POLICIES, 
CONVICTION GROWS THAT SPECULATIVE FORCES ARE AT WORK IN 
FOREIGN EXCHANGE MARKET. MEANWHILE SIGNS APPEAR THAT 
CONTINUING SLUGGISHNESS OF DOMESTIC RECOVERY MAY LEAD TO 
YET ANOTHER ROUND OF STIMULATIVE MEASURES, INCLUDING 
INTEREST RATE REDUCTIONS. END SUMMARY. 

2. AS YEN CONTINUED TO APPRECIATE TOWARD 270 LEVEL ON 
TOKYO FOREIGN EXCHANGE MARKET EARLY THIS WEEK, OFTEN IN 
HEAVY TRADING VOLUMES, THE "STRONG YEN" DREW EVEN MORE 
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ATTENTION THIS WEEK THAN LAST. MINISTRY OF INTERNATIONAL 
TRADE AND INDUSTRY'S (MITI) CONCERNS ARE SAID TO HAVE LED 
THEM TO START "EMERGENCY" SURVEYS OF THE EFFECTS OF THE 
APPRECIATION ON EXPORT INDUSTRIES AND BUSINESS AS A WHOLE. 
WHILE BEGKNING TO INVESTIGATE THE POSSIBILITY OF MEASURES 
TO MITIGATE THE IMPACT OF APPRECIATION ON LESS COMPETITIVE 
EXPORT INDUSTRIES, MITI HAS THUS FAR REFRAINED FROM LOCKING 
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HORNS WITH THE MINISTRY OF FINANCE (MOF) AND BANK OF JAPAN 
(BOJ), WHO THEY REPORTEDLY FEEL MAY HAVE ALLOWED THE YEN TO 
SOAR HIGHER THAN WHAT MITI CONSIDERS THE 'REAL" MARKET RATE 
IN REACTION TO CRITICISM FROM ABROAD. ECONOMIC PLANNING 
AGENCY (EPA) DIRECTOR GENERAL KURANARI ALSO GOT INTO THE 
ACT THIS WEEK, BEING QUOTED PUBLICLY AS STATING 
THAT THE RECENT MARKET RATE OF THE YEN APPEARS TO BE HIGHER 
THAN ITS ACTUAL STRENGTH. HE APPARENTLY WENT ON TO CONCLUDE 
THAT IF THE DOLLAR FALLS BELOW THE YEN 270 MARK IT SHOULD BE 
BLAMED ENTIRELY ON SPECULATION. YET ANOTHER STRAW IN THE 
WIND WAS A STATEMENT ALLEGEDLY MADE BY THE GOJ'S NEW YORK AND 
LONDON OFFICE MANAGERS, HERE FOR A MEETING OF BOJ BRANCH 
CHIEF, THAT THE U.S. AND OTHER WESTERN INDUSTRIAL COUNTRIES 
NO LONGER BLAMED JAPAN'S TRADE SURPLUSES ON AN UNDERVALUED 
YEN, INSTEAD VIEWING THEM AS A COMMERCIAL PROBLEM. IN 
A CALMER TONE, PROBABLY MUCH TO THE CONSTERNATION OF 
MORE THAN A FEW OF HIS COLLEAGUES, KEIDANREN PRESIDENT 
DOKO WENT ON RECORD THIS WEEK AS SUPPORTING THE PRESENT 
APPRECIATION OF THE YEN, STATING THAT ACTUAL MARKET TRENDS 
MUST BE ACCEPTED. HIS REMARKS, LIKE EARLIER REMARKS 
BY THE PRIME MINISTER, HAVE BEEN INTERPRETED AS PRIMARILY 
RELECT- 

ING RECOGNITION OF THE POTENTIAL FAVORABLE IMPACT OF APPRE- 
CIATION ON DOMESTIC PRICE LEVELS. BOJ GOV MORINAGA IS REPORTED 
AS HAVING REAFFIRMED TO THE BRANCH MANAGER ON MONDAY OF THIS 
WEEK THAT THE BOJ HAS NO INTENTION TO INTERVENE IN THE FOREIGN 
EXCHANGE MARKET TO MANIPULATE THE YEN RATE AGAINST THE MARKET 
TREND, BUT WOULD ONLY STEP IN TO SMOOTH OUT ERRATIC FLUCTUATIONS. 
APPARENTLY THE BANK SPOTTED SUCH A FLUCTUATION ON TUESDAY, WHEN 
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THE YEN STRENGTHENED TO ABOVE 271 PER DOLLAR FOR THE FIRST TIME 
IS ALMOST 3 1/2 YEARS, BECAUSE MARKET SOURCES REPORTED SUB- 
STANTIAL (TOTALING $90 MIL) BOJ DOLLAR PURCHASES, IN BOTH THE 
MORNING AND AFTERNOON SESSIONS, AT ABOUT THE YEN 271.10 PER 
DOLLAR LEVEL (THE DAYS'S SO-CALLED CENTRAL RATE). THERE 
WERE ALSO REPORTS OF BOJ INTERVENTION ON MONDAY, IN THE 
AMOUNT OF $50 MIL. 

3. AS REPORTED TOKYO 4092, WHOLESALE PRICES, NOT 
SEASONALLY ADJUSTED, IN MARCH ROSE A MODEST 0.1 PERCENT 
AND WHOLESALE PRICES OF MANUFACTURES ROSE BY SAME 0.1 
PERCENT. AS A RESULT OF THE MARCH FIGURES, THE GOVT WAS 
ABLE TO MEET ITS TARGET FOR CONTROL OF WHOLESALE PRICES IN 
FISCAL YEAR 1976: THE INCREASE FOR THE YEAR ENDING IN 
MARCH 1977 WAS 4.2 PERCENT, AS COMPARED WITH THE GOVT'S 
REVISED TARGET OF 5. 1 PERCENT. IT SHOULD BE NOTED THAT 
BY NO MEANS HAS THE GOVT’S SUCCESS IN MEETING THEIR TARGET 
ON WHOLESALE PRICES RECEIVED THE SAME ATTENTION AS DID THEIR 
FAILURE TO MEET THEIR CONSUMER PRICE TARGET. THE RECENT APPRE- 
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CIATION'S POTENTIAL CONTRIBUTION TOWARD RESTRAINING INFLATION 
HAVE ALSO LED SOME PEOPLE TO BREAK OUT THEIR ESTIMATES OF THE 
IMPACT OF YEN APPRECIATION ON WHOLESALE PRICES. THE BANK OF 
JAPAN CALCULATES THAT A ONE YEN RISE IN THE YEN EXCHANGE RATE 
LOWERS THE WHOLESALE PRICE INDES BY 0.1 PERCENT. THE EPA CAL- 
CULATES THAT EVERY 1 PERCENT RISE IN THE YEN'S FOREX VALUE 
SHOULD PUCH DOWN THE WHOLESALE PRICE OF IMPORTED COMMODITIES BY 
0.6 PERCENT. BECAUSE IMPORTS CONSIST SO HEAVILY OF RAW MATERIAL VR 
THE IMPACT OF YEN APPRECIATION ON CONSUMER PRICES IS TENUOUS. 

IT IS, HOWEVER, WIDELY REPORTED THAT THE RECENT YEN APPRECIATION 
HAS FORCED OIL REFINERS TO 
RETHINK THEIR PROPOSED PRICE 

INCREASES. ON THE EXPORT SIDE TOYOTA MOTOR SALES CO. IS REPORTED 
AS BEGINNING TO NEGOTIATE RISES IN ITS PRICES - IN THE U.S. 

MARKET. 
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4. REPORTS ARE AGAIN BEGINNING TO ACCUMULATE THAT THE 
GOVT OF JAPAN IS CONSIDERING YET ANOTHER PACKAGE OF 
REFLATION ARY MEASURES. EARLY RUMORS ARE THAT THE NEXT 
PACKAGE, SEEN AS COMING OUT SOMETIME AFTER THE FISCAL YEAR 77 
BUDGET PASSES THE DIET THIS WEEK, WILL FOCUS ON FURTHER ACCEL- 
ERATION OF PUBLIC WORKS CONTRACTS AND ON EASING OF MONETARY 
POLICY. DURING CAMPAIGN SWING IN HIS HOME DISTRICT APRIL 1 1, 

PM FUKUDA HINTED AT ANOTHER DISCOUNT RATE CUT COMBINED WITH 
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BROAD REDUCTION IN SAVINGS DEPOSIT INTEREST RATES AS WELL AS 
LOWERING OF LONG-TERM INTEREST RATES. THERE ARE REPORTS THAT 
HE HAS REQUESTED MOF AND BOJ TO WORK OUT PLANS FOR THESE RE- 
DUCTIONS. SOURCES NEAR PM ARE REPORTED AS PREDICTING ONE PER- 
CENTAGE POINT RECUTIONS FOR BOTH OFFICIAL DISCOUNT AND SAVINGS 
DEPOSIT RATES, PERHAPS PRIOR TO LONDON SUMMIT CONFERENCE. 

5. IN ITS MONTHLY REPORT, THE EPA, TAKING A SLIGHTLY UPBEAT 
NOTE. ESTIMATES THAT INDUSTRIAL PRODUCTION IN MARCH WILL 
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REBOUND BY 2 PERCENT AND AGAIN IN APRIL BY 2 1/2 PERCENT. 

THE EPA POINTS OUT THAT THE DISAPPOINTING PERFORMANCE OF 
DEPARTMENT STORE SALES IN FEB (UP 3.1 PERCENT FROM FEB 1976) 
TRANSLATES INTO A 9.7 PERCENT INCREASE WHEN ADJUSTED FOR NUMBER 
OF TRADING DAYS. ALTHOUGH MAKING NO OPTIMISTIC SOUNDS ABOUT 
CORPORATE CAPITAL SPENDING, THE EPA ALSO FOUND THE RECENT PACE OF 
HOUSING STARTS ENCOURAGING. EPA INDICATED TO PRESS IT 
EXPECTS REAL GROWTH IN THE JAN-MARCH QUARTER OF ABOUT 
1.5 PERCENT, BRINGING THE GOVT WITHIN STRIKING RANGE OF 
ACHIEVING ITS 5.7 PERCENT GROWTH GOAL FOR U SCAL 1976. IN ITS 
MONTHLY REPORT, THE BOJ STRUCK A SOMEWHAT MORE RESERVED 
NOTE (DESPITE THE FACT THAT GOVERNOR MORINAGA HAS ALMOST A 
FULL-TIME JOB THESE DAYS STATING THAT OXE HAS NO INTENTION 
TO CARRY OUT ANOTHER REDUCTION IN THE DISCOUNT RATE IN THE 
NEAR FUTURE). 

6. IN THE INTL FINANCIAL MARKETS THIS WEEK, IT HAS BEEN 
CONFIRMED THAT THE MOFNXAS AGREED TO A YEN-DENOMINATED ISSUE 
IN THE EUROBOND MARKET BY EUROPEAN INVESTMENT BANK (EIB). THE 
ISSUE SCHEDULED FOR MAY 1 1 WILL BE FOR YEN 10 BIL, CARRY A 

7 1/2 PERCENT INTEREST RATE AND A SEVEN-YEAR MATURITY. MOF 
OFFICIALS HAVE INDICATED THAT THERE WILL BE VERY DEFINITE 
LIMITS ON THE NUMBER OF YEN-DENOMINATED BONDS FLOATED ABROAD 
BY FOREIGNERS, EXPRESSING SOME PREFERENCE THAT YEN- DENOMINATED 
ISSUES BE FLOATED IN THE TOKYO MARKET. DAIWA SECURITIES LEADS 
THE EIB SYNDICATE. THERE HAVE ALSO BEEN REPORTS THAT A $25 MIL 
BOND ISSUE BY KOMATSU LIMITED HAS BEEN PLACED PRIVATELY WITH THE 
GOVT-OPERATED BANK OF AN UNSPECIFIED ARAB OIL COUNTRY. OTHER 
FIRMS ARE REPORTED TO BE CONSIDERING SUCH PLACEMENTS IN OIL- 
EXPORTING COUNTRIES. 

7. LABOR MARKET CONDITIONS DETERIORATED SLIGHTLY IN 

FEB AFTER SMALL IMPROVEMENT IN PRECEDING TWO MONTHS. THE 
NUMBER OF UNEMPLOYED TOPPED 1 MIL AGAIN IN FEB, PUSHING 
UNEMPLOYMENT RATE UP TO 1.9 PERCENT ON SEASONALLY ADJUSTED BASIS. 
(NOTE: PRIME MINISTER'S OFFICE, USING DIFFERENT SEASONAL 
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FACTORS THAN EPA, REPORTED THAT FEB 1977 UNEMPLOYMENT RATE 
DECLINED SLIGHTLY TO 1.87 FROM 1.88, REVISED, IN JAN.) UNIT 
LABOR COSTS CONTINUED TO RISE IN JAN THOUGH FEB INDEX NOT YET 
AVAILABLE. EPA HAS RETURNED TO USING 1970 AS BASE YEAR FOR 
THE INDEX DESPITE PREVIOUSLY ADOPTING 1975 AS BASE YEAR IN 

ANNOUNCING JAN-DEC 1976 DATA (TRANSMITTED TOKYO 2255). 

JEINO SERIES (UNIT) 1976 1977 

NOV DEC JAN FEB 

378 UNEMPLOYED (THOUSANDS) 1070 980 1000 1030 

379 UNEMPLOYMENT RATE (PERCENT) 

2.0 1.8 1.8 1.9 

421 UNIT LABOR COST (1970 EQUALS 100 
185.9 188.2 191.2 N/A 

NOTE: ALL SERIES ARE SEASONALLY ADJUSTED BYHIPA. 

SHOESMITH 
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